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BERLIN, RUSSIA, AND REAL ESTATE 


RESIDENT KENNEDY has told the Russian Government that the United 
P States will fight if necessary over Berlin. His message was definite and 

firm, and leaves no question about our intentions. In my opinion, this is 
the only sensible course for the United States to follow. The real issue is not 
Berlin, but is whether the United States will continue to retreat before Soviet 
aggression in various parts of the world. We have retreated too long, and 
nothing can be gained by appeasement. 


Having laid down the challenge, we must now be able to meet any exigencies 
which arise. Clearly, our military strength must be built up. I doubt very 
seriously whether war will develop, and if it does, at least in its initial stages 
it will be “an old-fashioned war,” using conventional armaments and relatively 
large numbers of men. Poison gas was available in the last war and was not 
used because both sides were well equipped. Neither wanted to start and face 
retaliation. The same thing will be true, at least during the initial phases of 
any difficulty which develops. This will mean the training of additional men 
and the production of a great deal of additional armaments. If war should ac- 
tually develop, it will mean reactivating training camps, and the war production 
necessary will bring manpower shortages in many cities, with a resulting mi- 
gration from farming communities to these cities. Vacancies which are now 
fairly high in many of these cities could evaporate very quickly and could be 
replaced by housing shortages. Rents could rise rapidly and would then be 
controlled. Urban renewal activities, where housing shortages developed, 
would be limited to planning, as slum areas cannot be demolished ata time 
when housing accommodations of any type are badly needed, and when new 
buildings cannot be built fast enough under restrictions of manpower and mate- 
rials to take care of the inmigrants to the cities. 


At the present time the administration is still intent on a program of guns 
and butter. It seems to me that when war production is necessary, it is a mis- 
take to increase Federal nonmilitary expenditures on various social and wel- 
fare experiments. It may be possible, and probably will be, to postpone the 
inflationary effects of a badly unbalanced budget, but these effects will follow 
as surely as the night follows the day. The American investor, through the 
stock market, is apparently saying that he would rather own a share of tangi- 
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ble factories and machinery (in spite of the fact that these factories and ma- 
chines are not making enough net profit to pay adequate dividends at today’s 
prices) than own savings accounts or Government bonds that will pay off in dol- 
lars, certain to have lower purchasing power in the future. 





Should the tension increase to the point where it seems that an actual war 
might be probable, the interest in civil defense will increase rapidly. Fall- 
out shelters, both public and private, would be built in large numbers, and 
these would be stocked with water, food, fuel, bedding, and sanitary equip- 
ment. Small gasoline power plants for producing electricity would be in sharp 
demand. 


What will be the effects on real estate? 


1. The economy under the forced draft of heavy Government expenditures 
will recover quite rapidly. As excess capacity decreases, prices of commod- 
ities will increase. Increased prices willintensify the demand for higher 
wages, and within a relatively short time, if the cold war gets hot, the Govern- 
ment would attempt to freeze price, rent, and wage levels in order to delay the 
effects of inflation until the war effort was over. 


2. While mobilization here and abroad would increase the demand for 
food products, a large part of this demand could be filled from surpluses al- 
ready in existence. The greater part of the preparedness effort would be con- a : 
centrated in the metropolitan areas of the United States, with a strong migra- 
tory movement from the farms to the cities asa result. While there is con- 
siderable residential vacancy in most of our cities at the present time, this 
cushion would not last very long. Within a relatively short period vacancies 
would be absorbed and a housing shortage would develop. This housing short- 
age would result from the increased demand without a comparable increase in 
supply. If building were allowed to proceed, builders would still be faced with 
the necessity of competing in wage payments with war industries holding Gov- 
ernment contracts. Many of these contracts would be on a cost-plus basis, as 
production would be required in a hurry and a great deal of overtime and pre- 
mium wages would be paid. Such buildings as did go forward would be built at 
a relatively high cost, and this in itself would tend to limit production unless 
the rents and values of existing buildings rise to the point where the cost of 
new buildings was not too excessive in comparison with buildings already built. 


3. Many idle industrial plants would be utilized, primarily by subcontrac- 
tors on war materials. Undoubtedly, the great bulk of the original contracts 
would go to the industrial giants, as only these large corporations have the ca- 
pacity and know-how to turn out the necessary material in the time required. 
These corporations, however, would subcontractto smallorganizationsthrough- | & ' 
out the country the manufacture of individual components. 
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War production would increase the amount of paper work and overhead ac- 
tivities quite rapidly, and the vacant office space now available in our major 
cities would decrease, with the certainty that office building rents would rise. 


4. The dislocation in our economy would depend on the intensity of the war 
effort and on its duration. A war with conventional armaments would probably 
last for a year or more before it was settled either by negotiation or by a nu- 
clear war, started in desperation. If a conventional war lasted for a year or 
more and was settled by negotiation, the primary economic effects of the war 
would not be apparent until six months or more had elapsed after the ending of 
hostilities. The effects of inflation, which could be postponed for a period, 
would then become apparent as the dollar would lose purchasing power rapidly 
and prices of goods and services would show rapid increases. Since over the 
long pull the prices for which goods in demand will sell depend primarily on the 
cost of replacing them, the higher replacement cost for all goods and services 
would increase the values of existing, usable, long-lived articles by approxi- 
mately the same percentage. 


Existing short-lived articles would also increase in price, but since the 
rate of depreciation on these items is high, in many cases the depreciation 
would offset the increase in replacement cost new, preventing the percentage 
rise which would take place on long-lived goods where the rate of depreciation 
is quite low. A house 15 years old, with a remaining life expectancy of 50 
years, would depreciate on the average by around two percent a year. The in- 
crease in replacement cost in view of either an extended war effort or a shoot- 
ing war will be many times this percentage, and as a result existing useful 
buildings could be expected to increase rather rapidly in price. 


5. I would normally expect the present period of real estate readjustment 
to last for sometime longer, as our charts on realestate activity, foreclosures, 
rents, and vacancies would indicate to me that the downturn in the real estate 
field has not been drastic enough nor long enough to counteract the size ofthe 
postwar boom. 


An intensified period of either rearmament or conventional war would ac- 
celerate many of the factors which would bring about recovery in the realestate 
field. If continued for a period of years, it would bring about again the factors 
which would result in another real estate boom of considerable proportions. 


Iam not particularly interested in seeing a real estate boom develop, as I 
think that a slower growth in the real estate field would be far healthier and 
could be sustained over a long period of years. Unfortunately, however, our 
economy has not operated on this basis. As our long charts would show, we 
have periodically gone from one extreme to the other in real estate activity, in 
foreclosures, in rents, and in values. 
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If another boom is in the making, however, it will provide opportunities to 
conserve purchasing power during the period in which the value of the dollar 
will decline. If the war activity is intensified, well-selected real estate invest- 
ments should increase by at least as great, and probably by a greater percent- 
age than the general increase in the price level of goods and services. In other 
words, while the value of the dollar would be going down, the value of real es- 
tate would be increasing by a percentage large enough to offset the drops. 


If a nuclear war should develop, losses to improved real estate would 
be great -- probably wiping out entire areas. The values of all tangibles, ex- 
cept those needed for bare existence, would tumble, but over a long period, 
some sort of war risk insurance by the Government would probably put some 
sort of a floor under real estate values. 


In the case of a nuclear war, the choice would not be between good and bad 
inflation hedges but would be between those things that could be salvaged after 


the war and those that could not be. 


In the last analysis, courage, moral integrity, intelligence, ingenuity, and 
the willingness to rebuild would be the greatest assets in the postwar world. 
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